Memo 



To: Commissioner Susan Voss 

From: Klete Geren, ASA, MAAA, Actuary 

Date: December 12, 2011 

Re: Summary of the 2012 Wellmark Medical Rate Filing (Pools 3, 4, 5 and Blue Transitions) 

The Iowa Insurance Division received Wellmark's annual individual rate filing on October 17, 2011 
via SERFF. As required by a 2009 Governor's order to the Insurance Division, the filing will receive 
an independent outside review to give the public additional confidence that the proposal is 
reasonable and justified. Consequently, the filing will undergo an internal actuarial review as well 
as an independent analysis from Magnum Actuarial out of Hartland, Wisconsin. Lewis and Ellis 
(Overland Park, KS) performed the independent analysis in 2011 and INS (Philadelphia, PA) 
performed the 2010 analysis. As of this date, we have not received the report from Magnum 
Actuarial Group. 

Before the results of our internal review are summarized, it might be useful to provide a brief 
summary of the filing process in Iowa: 

1. Insurance carriers are required to request and receive approval from the Iowa Insurance 
Division before they can change medical insurance premium rates. Beginning in the second 
quarter of 2010, all major medical and hospital surgical rate filings will receive additional 
outside review. Also, if a rate increase proposal for 2012 exceeds 5.8%, a public hearing is 
scheduled. 

2. The carrier's actuaries and attorneys submit the rate change proposal to the Division which 
includes the following information: 

• A general filing description that summarizes the request, i.e., x% increase proposed, a 
description of the policy forms affected, and the proposed effective date 

• An actuarial memorandum - this document describes the methodology and assumptions 
used to determine the amount of the rate increase, i.e., medical inflation, lapse rates, 
increases in the frequency and severity of claims, higher than expected loss ratios, and 
other relevant factors. The memorandum also demonstrates compliance with loss ratio 
standards under the law. Loss ratio means the ratio of claims to premiums. 

• The experience of the policy forms subject to the rate change proposal, i.e., loss ratios of 
the policy forms to which the rate increase applies. 

• An actuarial certification signed and dated by a qualified actuary 

3. The Division's actuarial staff (and its consultants) then analyze the carrier's claims 
experience (loss ratios), claim trends, rate increase history, and other assumptions to 
determine if the rate increase proposal is actuarially justified. 

4. If the Division's staff and its consultants cannot confirm the carrier proposal, a lower (or no 
increase) could be proposed. This is normally accomplished via email exchanges, face-to- 
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face meetings at the Division's offices, and/or conference calls with the company actuaries. 



Other things to consider: 



• The Division does not regulate rate changes due to age (getting a year older). The rate 
at which premium increase due to advancing age is contractually bound based upon the 
initial product/policy filing with the Division. 

• The Division does not regulate geographical area factors, nor are there any restrictions 
on the use of such factors in the code. The factors simply account for differences in the 
cost of care from one part of the state to another. 

• The Division does not regulate smoker and non-smoker differentials. 

• The Division does not regulate the difference in premiums between males and females. 
The relative cost differential is contractually bound in the same fashion that age is. 

• The Division does not regulate the difference in premiums between individual contracts 
vs. family contracts. 



While the Division does not regulate the items referenced above, carriers cannot arbitrarily change 
them. As a practical matter, once the initial policy form (and the initial rates) is submitted to the 
Division for approval - all of the factors will remain the same throughout the life of the policy form 
series. In other words, the carrier is not free to change the smoker factor for example. All of the 
factors such as age, gender, geography, smoker, etc. - which form the basis of a final rate are 
essentially set in stone from the moment the initial product/policy filing is approved by the Division. 
Carriers are required to submit new product filings (and rates) with the Division before they can be 
sold on the market. 



Due to the passage of time and the effects of medical inflation, increasing drug costs, and increases 
in the frequency and intensity of claims - insurance carriers are allowed to increase the premiums 
to keep pace with these inflationary trends. The goal of the internal review and external review by 
the Division's consultants is to ensure that the increase is justified and that the proposed rates will 
satisfy state and federal loss ratio standards. The company and regulatory process is similar in that 
both parties try to estimate the rate at which claims are increasing. The rate at which claims are 
increasing can be calculated by measuring the changes or fluctuations in the loss ratios and/or 
claims costs. The final process involves setting the premium level so that the target or statutory 
loss ratio requirement can be satisfied. 

The table below summarizes the proposal, i.e., the rate increase by block, the number of policies 
affected, and the effective date: 



Block Proposal 

Pool 3 9.35% 

Pool 4 9.35% 

Pool 5 9.35% 

Blue Transitions 9.35% 



# of Iowa policies Effective Date 

992 4-1-12 

10,510 4-1-12 

35,492 4-1-12 

1,820 4-1-12 



For the Division's internal review, we employed our regular analysis by examining the loss ratios, 
trends in claims costs, along with setting reasonable target loss ratios. For Pool 3, we set the target 
loss ratio at 85% to reflect the maturing age of the block. For Pools 4 and 5, we set the target loss 
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ratio at 80% which matches the federal Patient Protection and Affordable Care Act (PPACA) 
standard, and for Blue Transitions we set the target loss ratio at 120%. The higher target loss ratio 
for Blue Transitions is justified since this is a group conversion policy (guaranteed issue policy). 
While the Division has not adopted the NAIC model for group conversion business, the model law 
sets the target loss ratio at 120%. 



Pool 3 Experience and Trend Summary 

The carrier proposal is 9.35% to be effective on 4-1-12. Below is a summary of the experience since 
2008: 
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As you can see from Column (H) above, the lifetime loss ratio is 76.85% (as measured from 1996- 
2011/9 months), however, the recent experience since 2008 has been much worse, i.e.,89% over 
the last 2 years, and 91.6% over the last 3 and 4 years. These figures are much higher than the 
following guides: 

• The current 2012 Iowa standard of 75% (adjustment permitted by CMS earlier last summer) 

• The ultimate federal PPACA standard of 80%, and the Division's target loss ratio of 85% 

*Excerpt from Pool 3 trend analysis: 

Trend based on monthly data using A * exp(x In B) 
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Pool 4 Experience and Trend Summary 

The carrier proposal is 9.35% to be effective on 4-1-12. Below is a summary of the experience since 
2008: 
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As you can see from Column (H) above, the lifetime loss ratio is 80.35% (as measured from 2001- 
2011/9 months), with individual calendar years since 2008 exhibiting substandard levels. 
Individually and collectively, the figures are higher than the following guides: 

• The current 2012 Iowa standard of 75% (adjustment permitted by CMS earlier last summer) 

• The ultimate federal PPACA standard of 80% 

*Excerpt from Pool 4 trend analysis: 

Trend based on monthly data using A * exp(x In B) 
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*Based on 12 month rolling average claim costs, i.e., sum of monthly incurred claims / member 
months exposed 
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Pool 5 Experience and Trend Summary 



The carrier proposal is 9.35% to be effective on 4-1-12. Below is a summary of the experience since 
2008: 
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As you can see from Column (H) above, the lifetime loss ratio is 79.24% (as measured from 2007- 
2011/9 months), with individual calendar years since 2009 exhibiting substandard levels. 
Individually and collectively, the figures are higher than the following guide: 



• The current 2012 Iowa standard of 75% (adjustment permitted by CMS earlier last summer) 

While the 2011 loss ratio appears to be low relative to 2010, this is most likely the result of 
policyholders migrating to higher deductible policies as opposed to a significant slowing down of 
the underlying claims trend. It should be noted that the 2011 fiscal year loss ratio (Oct 2010 to Sep 
2011) is 81.4% which is higher than the 80% PPACA standard which goes into effect in 2013. 



*Excerpt from Pool 5 trend analysis: 



Trend based an monthly data using A * exp(x In B) 
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*Based on 12 month rolling average claim costs, i.e., sum of monthly incurred claims / member 
months exposed 
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Blue Transitions Experience and Trend Summary 



The carrier proposal is 9.35% to be effective on 4-1-12. Below is a summary of the experience since 
2008: 
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As you can see from Column (H) above, the lifetime loss ratio is 132.22% (as measured from 2008- 
2011/9 months), with individual calendar years exhibiting extremely substandard levels due to the 
guaranteed issue nature of this block of business. Individually and collectively, the figures are 
higher than the following guides: 



• The current Iowa standard of 120% for conversion policies 

• The ultimate federal PPACA standard of 80% 

*Excerpt from Blue Transitions trend analysis: 

Trend based an monthly data using A * exp(x In B) 
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*Based on 12 month rolling average claim costs, i.e., sum of monthly incurred claims / member 
months exposed 
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Recommendation based upon internal review 

The Division employs a number of advanced techniques to determine if the proposal is 
actuarially justified. We calculate a range of rate increase indicators using an internally 
developed template which relies on the target loss ratio, various lengths of experience periods, 
prior rate increase history (so that the earned premiums can be restated to a common rate 
basis), claim costs (including point-to-point incremental changes in the costs), and reported 
calendar year loss ratios. 

Below is a bullet-point summary of our findings: 



Pool 3 



Carrier 
Proposal 



Insurance 
Division 



2012 Legal 
Requirement 



Target loss ratio: 85% 
* Trend rate assumption 8.15% 
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8.56% 



75% 
na 



Pool 4 



Carrier 
Proposal 



Insurance 
Division 



2012 Legal 
Requirement 



Target loss ratio: 84% 
* Trend rate assumption 8.15% 



80% 
9.83% 



75% 
na 



Pool 5 



Carrier 
Proposal 



Insurance 
Division 



2012 Legal 
Requirement 



Target loss ratio: 80% 
* Trend rate assumption 8.15% 



80% 
>10% 



75% 
na 



Blue Transitions 



Carrier 
Proposal 



Insurance 
Division 



2012 Legal 
Requirement 



Target loss ratio: 87% 
* Trend rate assumption 8.15% 



120% 
>10% 



75% 
na 



* Growth in cost of claims 



As you can see above, the carrier is using a lower trend rate assumption than is indicated by our 
analysis of the incremental changes in the cost of claims. In addition, the carrier is setting the 
target loss ratio higher than what is required by state and federal law. Consequently, most of 
the rate increase indicators that we calculate suggest that the 9.35% carrier proposal is 
reasonably supported and I would find it difficult to negotiate it down to a lower level based 
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upon the loss ratios and observed trends being reported. Had the carrier used the higher 
indicated trends and lower target loss ratios (which they would be entitled to under the law), 
the rate increase proposal could have been much worse. The Division's trend testing template 
suggests that the growth in costs for these four blocks of business continue upward at a fairly 
swift pace. Since our rate increase indicators are in line with the carrier proposal, my 
recommendation is to approve it as filed. 

While this will be of little comfort to a consumer paying significant premiums, there is an 
additional layer of protection (beyond regulatory review) provided for under PPACA. If the 
insurance company is wrong about the increase, if the internal review by the Division is wrong, 
and if the independent consultant is also wrong, the carrier could be forced to pay rebates to 
policyholders using a retrospective formula under federal law. Given the experience submitted, 
I see virtually no chance of a rebate when viewed against the backdrop of a 75% federal loss 
ratio standard in effect (in Iowa) for calendar 2012. 

One final item of note that should be mentioned is that our internal model is very sensitive to 
the trend rate and target loss ratio assumptions. As discussed above, the internal model 
assumed a target loss ratio of 85% for Pool 3, and 80% for Pools 4 and 5 - all of which exceed 
state and federal requirements. Given that these are reasonable target loss ratios under 
PPACA, then it boils down to what trend rate assumption (growth in cost of claims) should be 
utilized in the projection of the loss ratios. Selecting a trend factor involves examining the 
stream of claim costs and/or adjusted loss ratios, where such examination might include 
calculating year-over-year ratios, changes in the incremental twelve month rolling averages, 
compound growth calculations, and exponential regression on the natural logarithms of the 
values being tested. The selection of the trend rate is also complicated by the question of how 
many months of data should be utilized. For example, examining the last 24 months of claims 
costs could yield a different trend rate than utilizing the last 48 months. Actuarial judgment is 
used in the final selection, but in the end - our analysis yielded trend rates and rate increase 
indicators which were at least as high as the company proposal. 

Please let me know if you need anything clarified. 



Sincerely, 




Klete D. Geren 

A.S.A, M.A.A.A., Actuary 
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